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[6712-01] 


FEDERAL COMMUNICATIONS 
COMMISSION 


[47 CFR Parts 31, 33, 42 and 43] 


{Docket No. 78-196; FCC 78-453] 


REVISION OF ACCOUNTS AND FINANCIAL 
REPORTING FOR TELEPHONE COMPANIES 


AGENCY: Federal Communications 
Commission. 


ACTION: Notice of proposed rulemak- 
ing. 


SUMMARY: This notice proposes revi- 
sion of system of accounts kept by 
largest telephone companies, because 
recent experience has shown that ex- 
isting accounts do not provide a basis 
for setting rates of particular services. 
The effects include eliminating many 
expensive special studies, simplifying 
determining whether rates are just 
and reasonable, facilitating the pre- 
scription of rates by the FCC, and 
making it possible to measure carrier 
efficiency. 


DATES: Comments must be received 
before September 15, 1978. Reply com- 
ments must be received before Novem- 
ber 1, 1978. 


ADDRESS: Federal Communications 
Commission, 1919 M Street NW., 
Washington, D.C. 20554. 


FOR FURTHER INFORMATION 
CONTACT: 


Dr. David Chessler, Common Carrier 
Bureau, 202-632-7084. 


SUPPLEMENTARY INFORMATION: 
In the matter of revision of the uni- 
form system of accounts and financial 
reporting requirements for telephone 
companies (parts 31, 33, 42, and 43 of 
the FCC’s Rules). Notice of proposed 
rulemaking. 


Adopted: June 28, 1978. 
Released: July 21, 1978. 


INTRODUCTION 


l. In 1913, the Nation’s telephone 
companies first became subject to a 
uniform system of financial accounts. 
This system was established by the In- 
terstate | Commerce Commission, 
whose regulatory control then includ- 
ed telephone and telegraph compa- 
nies. Following the establishment of 
the Federal Communications Commis- 
sion (hereinafter “FCC” or “Commis- 
sion’) pursuant to the Communica- 
tions Act of 1934, the FCC assumed 
regulatory control over the communi- 
cations industry. In 1935, the FCC 
adopted the current uniform system of 
accounts (USOA), based largely on the 
accounts which had previousiy been 
promulgated by the Interstate Com- 
merce Commission. Although the uni- 
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form system of accounts has been 
modified on numerous occasions, the 
basic structure of the USOA has re- 
mained essentially unchanged since its 
inception in 1935. The uniform system 
of accounts for telephone companies is 
codified as parts 31 and 33 of the 
FCC’s rules (47 CFR parts 31 and 33).* 
Requirements concerning record re- 


- tention are contained in part 42, and 


reporting requirements are prescribed 
in part 43 of the FCC’s rules (47 CFR 
parts 42 and 43). 

2. Section 220 of the Communica- 
tions Act (47 U.S.C. § 220) gives the 
Commission broad powers to prescribe 
a uniform system of accounts. Specifi- 
cally, section 220(a) authorizes the 
Commission to: 

* * * prescribe the forms of any and all ac- 
counts, records, and memoranda to be kept 
by carriers subject to this Act, including the 
accounts, records, and memoranda of the 
movement of traffic, as well as of the re- 
ceipts and expenditures of moneys. 


Furthermore, Section 220 (g) provides 
that: 


After the Commission has prescribed the 
forms and manner of keeping of accounts, 
records, and memoranda * * *, it shall be 
unlawful * * * to keep any other accounts, 
records; or memoranda than those so pre- 
scribed or such as may be approved by the 

or to keep the accounts in any 
other manner than that prescribed wt ap- 
proved by the Commission. 


The scope of the Commission’s au- 
thority to prescribe a uniform system 
of accounts under section 220 of the 
Act has been given an expansive inter- 
pretation by the courts. The Opinion 
in American Telephone & Telegraph 
Co.. v. United States, 299 U.S. 232 
(1936), a case involving the Commis- 
sion’s initial action prescribing a uni- 
form system of accounts for telephone 
companies, states: 


This court is not at liberty to substitute 
its own discretion for that of administrative 
officers who have kept within the bounds of 
their administrative powers. To show that 
these have been exceeded in the field of 
action here involved, it is not enough that 
the prescribed system of accounts shall 
appear to be unwise or burdensome or infe- 
rior to another. Error or unwisdom is not 
equivalent to abuse. What has been. ordered 
must appear to be “so entirely at odds with 
fundamental principles of correct account- 
ing” * * * as to be the expression of a whim 
rather than an exercise of judgment. 


Id. at 236-37 (citations omitted). Sub- 
sequent cases involving section 220 
have followed this broad interpreta- 
tion of our authority to prescribe sys- 
tems of accounts. United States v. New 
York Telephone Co., 326 U.S. 638 
(1946); New England Telephone & 
Telegraph Co. v. United States, 53 F. 
Supp. 400, 411 (U.S.D.C., Mass. 1943). 


‘In addition, 38 State commissions have 
prescribed the FCC’s USOA. Thus we recog- 
nize that any revisions to the USOA devel- 
oped herein may have a direct impact on 
State commissions. 


3 The USOA is used by the FCC to 
review the operations of the communi- 
cations common carriers subject to our 
jurisdiction. The USOA encompasses 


- both balance sheet and income state- 


ment accounts. Among the major cate- 
gories of balance sheet accounts are 
telephone plant, other capital invest- 
ments, current assets, prepaid ac- 
counts, stock, long-term debt, current 
liabilities, and retained earnings. 
Among the categories of income 4&c- 
counts are operating revenues, other 
income, operating expenses and taxes.” 

4. After reviewing all the various ac- 
counts and subaccounts in the USOA, 
it is apparent that the USOA in its 
present form focuses on company-wide 
financial and operating data, rather 
than information useful for modern 
regulation or effective managerial con- 
trol and planning. Historically the 
USOA has been useful to the Commis- 
sion in reviewing such matters as over- 
all investment and expense levels, 
property valuation and depreciation 
rates. Furthermore, the USOA has 
provided a basis for Commission 
review of overall revenue require- 
ments, including a determination of a 
fair rate of return computed on an ap- | 
propriate rate base. f 

5. However, in recent. years, it has 
become apparent that the USOA,does 
not provide the industry with an effec- 
tive tool for managing its resources in 
the current multi-service environment, 
or the Commission with the type of in- 
formation that is necessary to regulate 
an increasingly complex telecommuni- 
cations industry. When the USOA was 
first established, telephone companies ‘ 
offered only two basic types of ser- } 
vices—local and long distance. Today, ‘ 
on the other hand, a large variety of 
services ‘is available including: Local 
exchange service, long distance mes- 
sage telecommunications service 
(MTS), wide area telephone service 
(WATS), digital data service (DDS), 
private line telegraph, private line 
telephone, audio/radio, television and 
various other private line and special- 
ized services. Furthermore, almost all 
of these services are offered on both 
an intrastate and interstate basis. 

6. In recent years, our rate cases 
have dealt increasingly with rate levels 
and rate structures of specific services, 
and less with overall company-wide 
rate of return and revenue require- 
ments. The starting point in setting 
appropriate rate levels and rate struc- 
tures is a determination of the rele- 
vant costs of providing the service(s) 
under investigation. Accordingly, the 
Commission has consistently main- 
tained “that the cost of providing serv- 


*These categories are representative of 
the types of accounts presently included in 
the USOA, but this listing is not intended to 
be all-inclusive. For a complete listing of all 
the accounts in the current USOA, see ap- / 
pendix A. : 
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ice constitutes the most reliable crite- 
rion available for. determining - just, 
reasonable, and non-discriminatory 
rates.”* Furthermore, we have stated 
“that cost of providing service is at the 
Heart of the statutory requirements 
under sections 201-205 of the Act for 
just, reasonable and non-discriminato- 
ry rates, and that costs are to be di- 
rectly controlling in the fixing of 
rates” or must at least provide the 
benchmarks from which. to measure 
any departure therefrom.‘ Thus the 
primary ratemaking criterion is cost of 
service. To effectively regulate on a 
cost of service basis, we need reliable 
figures on operating revenues, plant 
investment and operating expenses 
and subcategories thereof, broken 
down both by regulatory jurisdiction 
(i.e., interstate versus. intrastate) and 
by individual service categories. Be- 
cause the focus of the USOA is on 
company-wide results, it has proven to 
be of little, if any, help in resolving 
issues concerning the appropriate rate 
levels and rate structures of the var- 
ious services. 

%. The importance of accurate and 
reliable costs has been highlighted by 
recent decisions. In our decision in 
docket No. 18128, in which the lawful- 
ness of the rate levels of each of 
A.T. & T.’s interstate services was de- 
termined, we stated: 


The ascertainment of what constitutes 

the actual cost of providing a category or 
subcategory of service is essential to the 
performance of our regulatory functions. 
More specifically, in order to determine 
whether rate levels and rate leve! relation- 
. Ships are just, reasonable, or not unduly dis- 
criminatory, the actual full costs of provid- 
ing service must be known and certain, irre- 
spective of whether rates are in direct rela- 
tionship to costs or depart therefrom. In the 
latter case the ascertainment of actual full 
costs still provides the relevant standard to 
aid in the determination of lawfulness of 
rates. (In the absence of such knowledge the 
Commission is unable to identify with cer- 
tainty the presence of interservice cross-sub- 
sidization.) * 
In our phase II final decision in the 
A.T. & T. rate case,®* we noted the fail- 
ure of the USOA to present a full pic- 
ture of ail the relevant costs: 


Without belaboring the problems relating 
to the accounting system or enumerating all 
its deficiencies, we need simply say that we 
recognize the inadequacies of the uniform 
system of accounts for our regulatory pur- 
poses. In recent decisions involving 
A.T. & T. interstate services, * * * we were 
hampered in our ability to determine the 


’ Private Line Rate Cases, 34 FCC 244, 297 
(1961), 34 FCC 217, 231 (1963), ITT World 
Communications, Inc. et al., 29 FCC 2d 493, 
495 (1971). 

‘WATS, 59 FCC 2d 671, 678 (1976). See 
also A.T. & T., 61 FCC 2d 587, 609 (1976). 


5A.T. & T. Private Line Services, 61 FCC 
2d 587, 668.(1976). 

6A.T. & T Rate Case (Phase II Final Deci- 
sion), 64 FCC 2d (1977). 
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lawfulness of Bell’s rates and rate structure 
by the lack of information as to investment, 
expenses and revenues associated with spe- 
cific services and sub-services.- Although 


~A.T. & T. conducted special studies for this 


purpose, even these, we found, were inad- 
equate.? 
Recognizing these inadequacies, we 
concluded that “the uniform system of 
accounts is outdated for current regu- 
latory needs. * * *”’® 

8. In addition to our own statements 
regarding the USOA, two consulting 
firms have also recently reviewed and 
commented upon the USOA. The 
“Study of Common Carrier Account- 
ing and Depreciation Practice and 
Policy,” prepared for the Office of 
Telecommunications Policy by Peat, 
Marwick, Mitchell & Co., presented a 
broad overview of the present USOA 
for telephone companies and an analy- 
sis of the accounting and depreciation 
practices of telephone companies oper- 
ating within the requirements of the 
USOA. As part of its project, Peat, 
Marwick, Mitchell & Co. was to assess 
the effectiveness of the USOA in pro- 
viding the types of information neces- 
sary to regulate a company’s oper- 
ations and to propose necessary modi- 
fications. The study concluded that 
the current USOA provides appropri- 
ate data for aggregate rate level infor- 
mation, but does not provide the perti- 
nent. information to determine and 
assess the costs of separate telephone 
services. What is needed, the study 
concluded, is a computerized, fully in- 
tegrated uniform data system capable 
of providing several matrices of rev- 
enues and costs by such bases as cost 
of service categories, class of custom- 
ers, function, product, and others. 
Thus existing reporting categories 
should be maintained but supplement- 
ed with additional information. To the 
extent interservice cross-subsidy exists 
in competitive markets, revenues and 
expenses by type of service are needed 


“to determine the cope and magnitude 


of any such cross-subsidies. for rates 
to be related to the cost of providing 
services, plant account, revenue, and 
expense information must be available 
both by service and type of equipment 
used. In addition, investment costs 
should be isolated on a year-by-year 
basis so that the trend of these costs is 
known. Finally a breakdown of ex- 
penses and investment-related costs 
into a fixed and semi-fixed format is 
necessary in order to judge alternative 
pricing policies. 

9. Also in recognition of the inade- 
quacies of the present USOA, a re- 
search contract was awarded by the 
Commission to Mathtech, a subsidiary 
of Mathematica, Inc., to determine the 
information requirements of the Com- 
mission’s Common Carrier Bureau. 
Specifically, Mathtech was asked to: 


‘Ibid at par. 213. 
®Ibid at par. 311. 
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(1) Determine what data are neces- 
sary for effective regulation. 

(2) Advise as to how the USOA could 
be revised to utilize modern cost ac- 
counting methods. 

(3) Propose extensions of the USOA 
to avoid continual special cost studies 
such as long run incremental and fully 
distributed cost analyses. 

(4) Propose extensions of the USOA 
to permit additional or improved allo- 
cation methods. 

(5) Suggest possible rule changes 
calling for more relevant cost studies 
on 23 periodic basis. 

(6) Suggest supplemental or modi- 
fied reporting formats. 

(7) Provide for fixed and variable 
categories of expense for intrastate 
and interstate areas of service. 

In its report, Mathtech noted that 
special studies rather than USOA data 
provide the underlying cost support 
for tariff filings. Mathtech recom- 
mends a data base approach to chang- 
ing the USOA wherein costs are traced 
to a service or groups of services and 
assigned to accounts representing the 
performance of specific technical or 
business functions. Thus, revenue, ex- 
pense, plant assignment and other 
data would be accumulated in supple- 
mentary records which could then be 
procesed or ‘“‘massaged” by allocative 
and other rules to serve particular 
needs. Mathtech proposed a redefini- 
tion of existing expense and telephone 
plant accounts to match more closely 
a functional type of organization. For 
the expense accounts new account 
groups are offered to reflect the 
changing business functions conducted 
currently by telephone carriers. For 
the plant accounts the major recom- 
mendation calls for separate account 
groups for equipment that performs 
switching and equipment associated 
with interexchange or exchange cir- 
cuits. Revenue accounts are to be dis- 
aggregated to provide more detail on 
services from the demand side by call- 
ing for a separate subaccount for al- 
lowed tariff variations. Also, nondollar 
quantities reflecting activity levels as- 
sociated with the cost accounts are to 
be collected in order to use the func- 
tional breakdown to develop unit costs 
and statistical cost functions which 
can then be applied to estimate the 
costs of a particular service according 
to functions utilized. Mathtech con- 
tends that, under its approach, it will 
be possible to produce (1) conventional 
accounting reports to meet the tradi- 
tional needs of regulators for rate 
level information; (2) cost studies in- 
chiding those which fully allocate 
costs to services; and (3) various spe- 
cial analyses. 


PROPOSED REVISIONS TO THE USOA 


10. The present USOA does not pro- 
vide sufficient detail on the relation- 
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ship of costs and their causes to meet 
a variety of objectives in the telecom- 
munications industry. The FCC and 
State regulatory agencies which follow 
the USOA, are unable to assess the ef- 
ficiency of carrier operations and deci- 
sionmaking, and are forced to rely on 
“special studies” (ad hoc accounting) 
for such review purposes. Similarly, 
the carriers themselves must perform 
such studies for managerial decision- 
making, as they do not have basic dis- 
aggregated data in the present ac- 
counts. The present USOA has plant 
investment accounts * structured to de- 
preciation categories. In addition, the 
supportive data which permits audit- 
ing, the continuing property record 
(CPR) requirements, are intended to 
support depreciation and retirement 
accounting and do not support a 
breakdown of costs either along juris- 
dictional lines or among services. 

11. As a consequence of the introduc- 
tion of competition in the specialized 
services and terminal equipment areas 
of telecommunications, and the devel- 
opment and use of technology availa- 
ble in some cases only to specialized 
users of telecommunications and not 
users of monopoly services, more spe- 
cific service-related (and sub-service- 
related) cost and revenue information 
is required than previously was the 
case. Such information is needed both 
by the carriers in arriving at manage- 
rial pricing decisions (and technology- 
introduction decisions) and by regula- 
tors in assessing the validity of these 
decisions. Increasingly, this type of in- 
formation is being sought in State and 
Federal ratemaking proceedings, and 
the existing USOA has been found ill- 
adapted to generating this informa- 
tion, or for verifying the validity of in- 
formation otherwise obtained (often 
through completion of “special stud- 
ies’’). 

12. To remedy the inadequacies of 
the current USOA, we are proposing a 
comprehensive modification of the ex- 
isting accounting system as a whole 
(see appendices D, E, and F). It is our 
intention that the revised accounting 
system which will result from this pro- 


ceeding will constitute a single data. 


base serving the following functions: 
(1) It will form the basis for financial 
reports, including both balance sheet 
and income statement reporting. (2) It 
will serve as a data base and a founda- 
tion for managerial decisionmaking 
and internal management reports by 
the carriers. (3) It will provide suffi- 
ciently detailed disaggregated cost and 
revenue information for derivation of 
costs and revenues of individual ser- 


®The plant accounts are the major catego- 
ry of balance sheet accounts, and for that 
reason much of the following discussion will 
concentrate on the deficiencies of these ac- 
counts and our proposed changes thereto. 

47 CFR §31.2-2.6 and appendix B to 
part 31. 
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vices and rate elements, for pricing de- 
cisions and other managerial decision- 
making by the carriers. (4) It similarly 
will provide detailed| disaggregated 
cost and revenue information for deri- 
vation of costs and revenues of individ- 
ual services and rate elements, for rate 
review and continuing surveillance 
purposes of this’ Commission (and 
other regulatory bodies which adopt 
the revisions) and provide a basis for 
rate prescription, where appropriate. 
(5) It will facilitate the breakdown of 
costs between interstate and intrastate 
jurisdictions (‘“juridictional separa- 
tions’). (6) It will permit analysis of 
facility and plant utilization, including 
studies of the causes for each category 
of expenditure and review of service 
quality and service efficiency. And (7) 
it will be structured so as to allow for 
regulatory and independent auditing 
and tracing of questioned entries. 

13. Use of a single data base for 
these multiple purposes will have de- 
sirable effects, both for the carriers 
and for regulators. The carriers will 
reap the benefit of reducing or elimi- 
nating costly and _ time-consuming 
“special studies’’ which they now are 
performing for managerial decision- 
making and regulatory purposes, as 
they will have an existing data base 
which could be used to generate this 
information directly. From our regula- 
tory perspective, continuing surveil- 
lance will again become possible (it is 
currently not feasible to perform con- 
tinuing surveillance on specific ser- 
vices, as service-related costs and rev- 
enues are only reported in the form of 
“special studies’) and the occurrence 
of ambiguities and conflicting results 
will be virtually eliminated. Moreover, 
service-related cost and revenue re- 
porting through the system of ac- 
counts which we are proposing will be 
amenable to auditing; this has not 
been the case of the “special studies” 
which we (and State regulatory agen- 
cies) have received in recent years. 

14. We wish to emphasize that we 
are not merely seeking to develop the 
basic accounts, subaccounts and pri- 
mary allocation records (see para- 
graph 33) from which cost of service 
and other relevant information may 
be derived. We are also seeking to 
arrive at a system of supporting rec- 
ords which will both provide the detail 
and flexibility reauired for effective 
regulation of cost-based rates, and 
which will allow suitable auditing and 
tracing procedures to be employed. 
Flexibility is essential, for as time 
passes it is likely that new service cate- 
gories will be established, with a re- 
sulting need to regroup cost elements 
to derive appropriate revised service 
costs, In order to derive the costs of a 
new (or. existing) service, one would 
first identify the relevant accounts, 
sub-accounts, primary allocation rec- 


ords and supporting records, and sub- 
sequently apply whatever cost of serv- 
ice methodology has been prescribed 
by the Commission to the accounting 
information; we do not want a revised 
USOA to be tied to any particular cost 
of service methodology, as such meth- 
odologies may well change with time, 
with changing technology, or with rel- 
evant economic or legal consider- 
ations. Thus, while we discuss account- 
ing considerations in terms of our deci- 
sion in docket No. 18128 (a proceeding 
concerned with the appropriate cost of 
service allocation methodology to be 
used for rate review purposes), we 
wish to emphasize that such discus- 
sion is predicated only on the identifi- 
cation in that proceeding of data-gath- 
ering requirements, and not on its con- 
clusionary rate-review principles. It is 
anticipated that all tariff and facility 
applications and depreciation studies 
will be based solely on the data in the 
USOA and required supporting rec- 
ords,;-through the use of a cost of serv- 
ice manual that will be part of these 
accounts, and which will be proposed 
at a later date. Comments are invited 
as to whether this proposal (appendi- 
ces D and E) is adequate for all regula- 
tory purposes, what additional data 
may be required for some purposes, 
and what these data might be.” 

15. It is evident that, in order to fa- 
cilitate the necessary allocations of 
costs and revenues, the production 
function, or the factors involved in the 
provision of service (production of ser- 
vices) will be fundamental to the new 
accounting structure. Thus, we must 
examine the means used to provide 
telecommunications services. Once the 
factors involved in the production of 
services are clarified, an accounting 
structure flexible enough to accommo- 
date new or changed production fac- 
tors brought about by advances in 
technology can be built around them. 
In its simplest terms, the provision of 
telephone service involves forming a 
communications path which is availa- 
ble so that people (or machines) can 
converse with one another. A typical 
call aiong such a path would traverse 
some or all of the following types of 
telephone plant: (1) A telephone or 
some other type of station (terminal) 
equipment; (2) the local loop (connec- 
tion between the customer’s premises 
and the central office); (3) main distri- 
bution frame (MDF); (4) switching 
equipment; (5) billing equipment (local 


"Jt has been alleged that proper adoption 
of “equal life group” accounting as proposed 
by some carriers would require even more 
extensive records of plant be kept. Carriers 
are invited to discuss what additional infor- 
mation (such as the establishment of sepa- 
rate subaccounts for each year’s accretions 
of plant in each account) would be required 
to implement anything other than straight 
line vintage group depreciation under our 
proposal. 
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or long distance); (6) interoffice 
trunks; (7) multiplex equipment; and 
(8) intercity transmission equipment 
(radio equipment, microwave towers, 
coaxial cables, etc.). Of course other 
types of plant are required to support 
the entire operation, such as land and 
buildings, test boards and other cen- 
tral office test equipment, mainte- 
nance and repair vehicles and equip- 
ment, and furniture and office equip- 
ment. 

16. While not all inclusive, this list is 
representative of the types of plant ac- 
counts which are being proposed in 
the new USOA. Thus we are proposing 
to establish accounts along functional 
and/or technological lines. In such a 
system, all costs would be recorded in 
a manner which would allow the serv- 
ice or facility being supported to be 
identified. To provide the requisite 
degree of detail, collection of cost and 
revenue data should begin at the wire 
center or central office, which is the 
hub upon which subscriber lines con- 
‘verge. Since common costs are in- 
curred at the wire center, for example, 
the cost of power for several different 
kinds of equipment or functions, no 
smaller entity can usefully serve as 
the collection point for cost and reve- 
nue information. Furthermore, the 
wire center is self-contained in the 
provision of local telephone service 
and serves as the gateway to the toll 
network. Toll transmission data would 
be collected at the span, which is a 
transmission facility of fixed cross sec- 
tion (ultimate capacity) and technol- 
ogy, lying completely between nodes 
of the network (points of which 
“branching” can occur, that is, where 
a message has a “choice” of which 
route it will follow). Multiplex equip- 
ment, a switch, or a point of intersec- 
tion of three or more cable or micro- 
wave legs will always mark the division 
point between spans. A full set of cost 
accounts would be kept for spans. In 
the case of interlocal transmission fa- 
cilities within an exchange, we propose 
that they be aggregated for account- 
ing purposes, accompanied by a rigor- 
ously defined boundary between ad- 
ministrative exchanges. It may be nec- 
essary to collect certain types of ex- 
pense and revenue data (marketing ex- 
penses and various overheads, for ex- 
ample) at a higher level of aggregation 
than the wire center, but here too par- 
allel statistical records would permit 
their allocation to functions or ser- 
vices.'2 The proposed accounts are 
therefore technologically based so as 
to provide costs of all potential ser- 
vices by building up such costs from 
the discrete elements of the accounts 


12We sometimes use the term “primary re- 
cordation location,” for the location at 
which data of any particular type will be re- 
corded—wire center, transmission span, or 
exchange area, etc. - 
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and records. Comments are invited as 
to whether the proposed accounts and 
recoras are adequate to permit such 
buildup of costs for potential services, 
or what additional information would 
be needed. 

17. We recognize the need for a 
system of accounting which will be re- 
sponsive to ongoing technological de- 
velopments in switching, transmission, 
and other areas. Therefore, the scope 
of the revised USOA is intended to be 
broad enough to encompass changes in 
the very nature of the industry’s pro- 
ductive processes. It cannot be as- 
sumed that services as presently con- 
stituted will continue to be supplied in 
their historical fashion. Indeed, this 
type of development is evident at the 
switching/terminal interface where 
terminal offerings may be supplanted 
through use of the capabilities of elec- 
tronic switches. On the other hand, 
“smart terminals” may provide certain 
central office functions. Furthermore, 
the revised USOA and its supplemen- 
tary records must be capable of han- 
dling both those service changes in- 
duced by technology and those that 
may occur at the behest of manage- 
ment itself. Clearly this latter option 
exists even in a static technological 
world. The categories of the account- 
ing system are to be interpreted nar- 
rowly. All new types of plant and new 
tariff offerings will require the cre- 
ation of temporary subaccounts to iso- 
late all costs and revenues until the 
Commission can determine the appro- 
priate final treatment. 

18. In summary, our goal in propos- 
ing a revised and expanded USOA is to 
develop a single data base which will 
serve multiple purposes and be used 
by both internal management and 
State and Federal authorities. It is our 
intention that the proposed modifica- 
tions will be both broad enough and 
flexible enough to accomplish this 
goal. 


ITEMS OF INQUIRY 


19. While we have endeavored to 
make our proposal as complete as pos- 
sible, we nevertheless realize that cer- 
tain matters have not been addressed. 
In the following paragraphs, we will 
be discussing and requesting com- 
ments on those matters which have 
been intentionally omitted from the 
proposal, those matters which are am- 
biguous and in need of clarification, 
and those matters which need further 
refinement. Indeed, since we are plac- 
ing in issue the industry’s basic infor- 
mational requirements (cost of service, 
jurisdictional separations, financial 
and tax data, and management deci- 
sionmaking), we welcome comments 
from the regulated industry, the aca- 
demic community, the accounting pro- 
fession, and other interested parties. 
Furthermore, we invite comments, not 
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only on the specific matters discussed 
below, but also on any other relevant 
matters directly related to the pro- 
posed USOA modifications. 


DEFINITIONS 


20. At the outset, we invite com- 
ments concerning basic definitions of 
te . Parties should address specifi- 
cation of terms which are both subject 
to generic use in the telecommunica- 
tions industries and which will have 
special accounting relevancy in design- 
ing a multipurpose recording and re- 
porting system. Examples include such 
general taxonomic expressions as cen- 
tral office, wire center, and fungible 
facilities or expenses. Where applica- 
ble, terms considered to be synonyms 
for those defined should be specified 
(e.g., “direct” or nonfungible). Fur- 
thermore, differentiations should be 
made between terms that are in 
common use but are seldom defined in 
costing or in accounting related stud- 
ies (e.g., channel, circuit, actual and 
potential, airline, section, and route 
“miles”), and those already subject to 
special usage (e.g., spare, administra- 
tive, test, or unused “circuits’’). 

21. Three terms which have been 
used throughout the proposed plant 
accounts—“‘common,” “fungible,” and 
“other’—deserve special mention. All 
three of these terms are used to de- 
scribe plant which cannot be readily 
placed in accounts discretely identifi- 
able by service. “Common” describes 
plant which is used for two or more of 
the purposes described by the ac- 
counts listed on the same account 
1evel within the hierarchy of the ac- 
counts. Common plant is, of course, al- 
located to the services that share it in 
the facilities datum (derived from the 
accounts and supporting primary allo- 
cation records) and such allocation is 
fixed. ‘“Fungible” describes plant 
which could be used for two or more 
of the purposes described by the ac- 
counts listed on the same account 
level within the hierarchy of ‘the ac- 
counts, but which at a given point in 
time is actually used for only one pur- 
pose. Thus, fungible plant could, at a 
given point in time, be assigned to a 
discrete account, but, because of a 
change in its use at a different point 
in time, could be assigned to a differ- 
ent account. The allocation in the fa- 
cilities datum is, of course, fixed. 
“Other” describes plant which does 
not fall into any of the discrete ac- 
counts, or the common or fungible ac- 
counts. “Other” is normally intended 
to capture only insignificant amounts 
of investment. We invite comments 
concerning our definition and use of 
“common” and “fungible” accounts. 
Specifically, we invite comments on 
whether it is necessary or appropriate 
to use both accounts or whether such 
use would prove to be unduly confus- 
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ing and whether all plant should be 
assigned to service based accounts at 
installation, so that the datum would 
be in the accounts rather than the un- 
derlying primary allocation records. 
With respect to the use of “other” ac- 
counts, we invite comment on estab- 
lishment of a general rule as to when 
an “other” account should be Sfoken 
down into two or more specific ac- 
counts (e.g., greater than $100,000 or 
greater than 5 percent of all the ac- 
counts listed on the same account 
level as the “other” account in ques- 
tion). 

22. As indicated above (paragraph 
16), the cost accumulated in the ac- 
eounts, subaccounts, primary alloca- 
tion records (see paragraph 33) and 
supporting records will ultimately be 
distributed among the various services 
either by direct assignment or in ac- 
cordance with prescribed allocation 
procedures. As noted in paragraph 13, 
with the passage of time, the offerings 
of the carriers may change, new ser- 
vices may be added, old ones dropped, 
or existing ones modified. Therefore, 
we invite comments as to how the ac- 
counts, subaccounts, primary alloca- 
tion records and supporting records 
can be structured so as to provide 
maximum flexibility in the assignment 
and allocation of the appropriate costs 
to individual services. 

23. In defining terms, various quanti- 
ty (as opposed to dollar) measures and, 
in fact, conceptualizations associated 
with the production function or 
supply of telecommunications services 
should be specified. Examples include 
measures related to facility capacity 
and fill (by facility type) as well as to 
facility usage (e.g., Erlangs). Clearly, 
proposed definitions will be of little 
practical import if the particular 
quantities of measure considered to be 
of relevance are left unspecified. Simi- 
larly, parties attempting to define 
terms should delineate the conditions 
or assumptions they have made re- 
garding supply of telecommunications 
services. For example, if it is presumed 
that new capacity will be added 
through the device of overbuilds on 
existing routes, rather than through 
the construction of new routes them- 
selves, this assumption would influ- 
ence the choice of capacity measure 
and, indeed, suggestions regarding the 
design of revised USOA accounts and 
supplemental records. Thus, all implic- 
it “understandings” regarding technol- 
ogy in use, engineering “rules of 
thumb” which might influence facility 
utilization, constraints on networks or 
productive design due to regional, eco- 
nomic, or competitive assumptions, 
and other factors contributing to use 
of such terms as “capacity” in a partic- 
ular fashion should be specified. 

24. In structuring their responses to 
this notice, parties should submit pro- 
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posed definitions relevant to their sug- 
gested revisions of the USOA. Parties 
should include these definitions as an 
integral part of their submissions. If it 
is felt that existing definitions of im- 
portant terms in such documents as 
the NARUC separations manual, or 
Bell’s FDC implementation manual 
are adequate for their purposes, this 
should be so stated. In no case should 
a party submit comments or recom- 
mendations without addressing the 
definition of terms used. Indeed, all 
criticisms of our proposals should be 
accompanied by recommendations of 
alternative approaches. We have at- 
tempted to select the approach that 
best develops the information needed 
to determine cost of service and per- 
form other regulatory functions, with 
a minimum of disruption to industry 
procedures. All criticism should be ac- 
companied by counterproposals that 
are demonstrated to produce fully 
equivalent information with less cost, 
or even better and more relevant in- 
formation at the same cost. Unsup- 
ported statements that some aspect of 
the proposal is costly or inadequate 
will not be very useful. 


ATTRIBUTION OF Costs TO SERVICES AND 
THE NEED FOR NONFINANCIAL DATA 


25. In developing a new accounting 
system, we must take into account, not 
only the general requirements set out 
above (see paragraphs 10-17), but also 
many other specific factors. Some of 
these factors arise from the particular 
requirements of some of our recent de- 
cisions * and others arise from indus- 
try structure considerations. 

26. Our decision in docket No. 18128 
keynoted the Commission’s need for 
cost of service information in addition 
to the financially oriented data cur- 
rently provided by the USOA. Revi- 
sions to USOA data anticipated under 
this proceeding can be directly related 
to our objective of accountability, es- 
pecially respecting the historical and 
retrospective aspects of this funda- 
mental regulatory goal.'* However, ac- 
curate and timely data also will serve 
our other objectives concerned with 
realization of fair and full competi- 
tion, clarification of market rules, and 
the achievement of equity between 
customers and a substantive level of 
allocative and productive efficiency.'* 

27. To accomplish our objectives, we 
stipulated certain supportive materials 
and other information which we re- 
quired to assess the lawfulness of rate 
levels and rate level relationships. 

We hold that revisions to any exist- 
ing service rate level or rate relation- 
ship to other service’s rates must be 
supported by a showing of the overall 


13See notes 5 and 6, supra. 

“AT&T Private Line Services, supra note 
5 at 610. 

Td. at 609-618. 


impact of such revisions. This showing 
is to include proper estimates of cost 
function changes and cross-elasticity 
data, the subsequent rate structure, 
and the rate base revenue require- 
ments (and changes in these factors) 
for each of the various Bell services. 
Data must herein be presented in a 
manner consistent with our guidelines 
concerning such matters as the proper 
ratemaking methodology and distribu- 
tion of facilities among services. Rec- 
ognition of the overall impact of such 
changes is consistent with our require- 
ments below concerning establishment 
and updating of an assignment of. all 
facilities, and use of a full recorded 
costs, historical causation basis of 
ratemaking. ** 

28. Recognizing the deficiencies in 
fully distributed cost methods 1 and 7, 
the Commission ordered Bell and 
Western Union to consult with the 
Common Carrier Bureau staff to 
revise FDC methods 1 and 7 to the 
extent necessary to bring them into 
conformance with docket No. 18128 
decision.'? These meetings have result- 
ed in the development of Bell’s fully 
distributed cost implementation 
manual (FDC manual).'* An examina- 
tion of the FDC manual highlights the 
need for the revised USOA to incorpo- 
rate large amounts of both financial 
and nonfinancial information, which 
will be necessary to carry out the re- 
quired allocations. 

29. Bell’s FDC manual provides var- 
ious procedures for the allocation of 
the operating expense accounts (600 
series), including maintenance ex- 
penses, depreciation_and amortization 
expenses, traffic expenses, commercial 
expenses, general office salaries and 
expenses, and other operating ex- 
penses. Of those expenses not directly 
attributed to service categories, many 
categories are allocated on the basis of 
related proportions of book costs or in- 
vestment accounts. Accounts for 
which this allocation method is par- 
ticularly important include mainte- 


16Td. at 662. 

“UATE&T Private Line Services, supra note 
5 at 668. 

18 An interim FDC manual was completed 
in January 1977, and was to have been used 
by Bell for its June 1977 tariff filings. The 
FDC manual was to be reviewed for pur- 
poses of refinement between January and 
June (this review period was extended to 
August 1, 1977). Consequently, changes to 
the manual may occur subsequent to this 
initial notice of proposed rulemaking and, 
indeed, further supplementary notices may 
be issued to reflect these changes or propos- 
al of a manual to be included in our Rules. 
The discussion below refers to the existing 
manual. No references to this position of 
any of the participants to the implementa- 
tion process, including the Bell System, 
other telephone carriers, the cost analysis 
task force, or, indeed, the Commission itself. 
Bell’s FDC manual is set out in appendix B 
hereto. 
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nance, depreciation, and certain 
“other” (e.g., 668, 675) operating ex- 
penses. Also of importance as attribu- 
tion bases are service revenues and 
various labor hour allocative mecha- 
nisms. Commercial expenses are the 
most significant of those expense cate- 
gories allocated to service based on 
revenues. On the other hand, traffic 
expenses are most illustrative of ac- 
counts attributed on the basis of traf- 
fic operator (i.e. labor hour) work 
units. 

30. The FDC manual provides for al- 
locations of income accounts and gen- 
eral department services. When not di- 
rectly attributed, income accounts are 
allocated by procedures primarily rely- 
ing upon. revenue and book cost bases 
of attribution. For the most part, gen- 
eral department services, excepting 
the legal department are considered 
unattributable on any direct basis. 
These accounts are attributed on the 
basis of several proportional measures 
including services’ related book costs, 
wages, or total attributed annual costs. 

31. The major balance sheet plant 
accounts (100.1), for purposes of estab- 
lishment of the initial datum, are allo- 
cated on the basis of certain facilities 
usage bases. Interchange circuit plant 
(imited to line haul investment for co- 
axial cables and radio facilities) is first 
broken into Facilities Available For 
Future Growth (FAFFG) and non- 
FAFFG components.'® The former cat- 
egory is then allocated on the basis of 
the relationship of forecasted growth 
in equivalent circuit route miles, while 
the latter (and other line haul invest- 
ment) is allocated based on a distribu- 
tion of route miles by mileage band de- 
rived from relevant studies. Many 
other bases of allocation are used for 
the remaining balance sheet accounts. 
For example, plant under construction 
(100.2) and property held for future 
use (110.3) are allocated to services 
based on measures of forecasted ser- 
vices’ usage of facilities. On the other 
hand, satellite Earth stations invest- 
ment (100.5) is allocated based on cur- 
rent relative use of circuits. Depreci- 
ation reserve (171) is allocated 
through the use of estimated reserve 
ratios by class of plant. Certain re- 
maining unattributable amounts are 
allocated based primarily on the pro- 
portional relationship of each service’s 
directly attributable investment in ac- 
count 100.1. 

32. In summary, if an extended and 
improved cost allocation FDC manual 
is adopted by the Commission, the 


'’°We take no position as to whether it is 
meaningful to distinguish FAFFG as a spe- 
cial subcomponent of plant, nor as to 
whether FAFFG, if it is measured, should 
be measured only as to certain classes of 
plant. However, to the extent that FAFFG 
is considered a valid concept, comments are 
invited as to how it should be distinguished 
from property held for future use. 
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USOA will have to accommodate the 
storage of much financial, operating, 
Statistical, and other data. Without 
this detailed data, little progress 
beyond the traditional costing proce- 
dures of the telephone industry could 
be made. The customary manner of 
costing is to assign or allocate catego- 
ries, of plant to various services and 
subsequently develop ratios (to be ap- 
plied to gross plant already allocated) 
for estimating the various expenses to 
be allocated to each service. Many ex- 
penses may not be closely related to 
allocated gross plant, so that a system 
which can relate expenses directly to 
the relevant services is to be preferred. 
Also, it is important for certain analy- 
ses to be able to distinguish between 
fixed and variable expenses. the 
former being those which do not vary 
as output varies and the latter those 
which do vary with output. Further- 
more, in order for the Commission to 
be able to make judgments about the 
economic rationality of investments in 
plant and equipment, the process of 
granting section 214 _ certificates 
should be tied to the costing proce- 
dures provided for in the USOA. This 
type of coordination would help pre- 
vent excessive or insufficent invest- 
ments, that is, those which would not 
be economically justified in view of 
the relevant demand and cost consid- 
erations. Thus a revised USOA which 
provides the essential unifying base 
for the key regulatory functions will 
obviate the need for special studies, 
which often must be developed under 
“crash program” conditions. 

33. We have devoted a great deal of 
our discussion to the development of 
Bell’s FDC manual and we have at- 
tached a copy of that manual to this 
notice. However, these actions should 
not be interpreted as an expression of 
approval or official sanction of the 
Bell FDC manual. It may well be the 
case that a different form of manual 
or an extensively modified one is to be 
preferred particularly in light of the 
more precise additional information 
that will become available. The Bell 
FDC manual is an attempt to allocate 
cost on the basis of historical cost cau- 
sation using existing accounting and 
separations data and some special 
studies. Due to the limitations of the 
information now generated, the Bell 
manual uses many simplifying as- 
sumptions and approximations. fur- 
thermore, some of the rather expen- 
sive special studies produced by Bell, 
notably REDCAP, substantially dupli- 
cate other special studies that must be 
done for separations purposes, with 
only a small gain in additional infor- 


mation. We intend that the revised ac- 


counts should simplify the cost study 
process, while making possible, by 
eliminating the need for rough ap- 
proximations, even more precise meas- 
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ures of the economic costs of telecom- 
munications services. Similarly, the ac- 
counting we have prescribed for DDS 
and DSDS ” is not compatable with 
these proposals, because it is based on 
the present accounts. We expect that 
the DDS and DSDS accounts will ulti- 
mately comport with the general ac- 
counts we prescribe. In short, we see 
the DDS-DSDS rules, like the Bell 
method 7 manual as illustrative of the 
deficiencies of the present chart of ac- 
counts which require such approxima- 
tions and special studies. See para. 48, 
below. 


RECONCILIATION AND WAIVER PROCESS 


34. With regard to cost of service, 
the decision in docket No. 18128 speci- 
fied use.of FDC method 7’s “before- 
the-fact”, cost causational basis for at- 
tribution of expenses and investment. 
This attributional approach necessar- 
ily involves forecasting processes and 
fixity of plant costs by service over 
time (absent reconciliation with expe- 
rienced use or grant of a waiver). As 
concerns the planning of facility con- 
struction, we invite comments concern- 
ing the precise point at which service 
assignments should be made and ac- 
counting records estabished to fix cost 
incidence. This may occur when facili- 
ties are proposed or approved, when 
funds are committed, when orders are 
placed, or when a specific implementa- 
tion schedule is delineated. We are 
particularly interested in the construc- 
tion of plant which is fungible, i.e., 
plant which, after it is in place, can be 
put to a myriad of uses. We recognize 
that in addressing this question of cost 
“incidence,” responses might vary de- 
pending on the type of plant and 
equipment as well as the “level of 
planning” considered (e.g., construc- 
tion of a new central office or route 
versus merely an increment to existing 
facilities). 

-35. FDC method 7’s cost causational, 
attributional approach contrasts with 
FDC method 1’s current or relative 
usage allocative technique. Our deci- 
sion in docket No. 18128 stipulates 
that method 1 results might be used to 
indicate the need for a reassignment 
of plant.” We have taken notice in our 
reconsideration and clarification of 
the decision of the need for the re- 
vised USOA “to provide us with data, 
records, and accounts for waiver proc- 
ess reconciliation and accounting.” ** 
In this regard, reconciliation of fore- 
cast and actual plant usage data (i.e., 
comparison of revised FDC (fully dis- 
tributed cost) method 7 and actual re- 


2AT&T Dataphone Service FCC 77-393 
(released June 17, 1977) at paras. 6-8. 

2AT&T Private Line Services, supra note 
5, at 667. 

2 AT&T Private Line Services (““Reconsid- 
eration Order’), 64 FCC 2d 971 (1977) at 
note 14. 
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sults) would be considered parallel to 
our examination of carrier or other 
submissions under the waiver process. 
Furthermore, “USOA revisions * * * 
should also provide us with data to 
assess the appropriateness of service 
category definitions.” * Included here 
would be a review of the implications 
of such carrier options as providing 
new services, combining existing ser- 
vices, or offering special service fea- 
tures (e.g., bulk discounts and quality 
or line conditioning variations). We re- 
quest comment on what provisions are 
necessary in the rules for the account- 
ing and primary allocation records to 
facilitate the Commission’s recogni- 
tion of circumstances requiring recon- 
ciliation and to permit the Commis- 
sion to order the necessary accounting 
changes to accomplish such’ reconcili- 
ation. We also request comment on 
the sort of accounting changes and 
transfers that might be ordered by the 
Commission in the reconciliation proc- 
ess. 

36. Underlying the reconciliation 
and waiver process and specifications 
of what constitutes a “‘service” are our 
concerns respecting utilization of fa- 
cilities, as well as correlation of plant 
utilization and the construction/in- 
vestment decision process. In this 
regard we will consider measures to 
ensure consistency between section 
214 information and the _ revised 
USOA. Further, we are concerned 
with the matter of appropriate defini- 
tions of usage, capacity, and other 
items central to the cost of service 
area. Thus, we may incorporate into 
the revised USOA, such information 
as that pertaining to the datum as 
well as allocative factors of a forecast 
or historical plant utilization nature. 
We must, therefore, examine methods 
for recording, classifying, summariz- 
ing, and accessing data in both quanti- 
tative or phyical unit form and in fi- 
nancial terms. 

37. Our decision in docket No. 18128 
specified that the carrier may request 
a waiver of our requirement that a ser- 
vice’s rates are to be based on fuly dis- 
tributed method 7 costs. Such waivers 
could be granted if the carrier could 
justify departures from FDC-7 for 
purposes of realizing specified operat- 
ing efficiencies or levels of demand. 
We intend to include in the revised 
USOA the accounts appropriate for re- 
cording in the proper detail all essen- 
tial elements reiating to the granting 
of a waiver. The waiver request would 
have to be supported by evidence as to 
cross elasticities between services, unit 
costs, measures of efficiency and other 
relevant considerations. We request 
comments concerning the nature and 
extent of evidence that could be 
deemed sufficient for the granting of a 
waiver of the FDC-7 requirement for 
particular services. 


31d. at note 15. 
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38. In our reconsideration of docket 
No. 18128, we stipulated that facility 
construction applications and actual 
utilization of facilities should be part 
of the process of reconciling actual 
and forecast data.* Thus, cost of serv- 
ice information must include such 
nondollar data as relative assignment 
to services of facility ratios (forecast 
and actual) and utilization ratios (fore- 
cast and actual). Thus, since the abso- 
lute amount of plant and its efficient 
usage are called into question, as well 
as the proper distribution of plant (of 
whatever amount) between services, 
we invite comments concerning proper 
measures of utilization (fill) as well as 
of usage or distribution of plant be- 
tween services. 


JURISDICTIONAL SEPARATIONS 


39. Another important factor which 
much be taken into account is the 
“separations” process. Much tele- 
phone plant (perhaps a third or more 
of the total)-is used in common to pro- 
vide both interstate and intrastate 
telephone services. It is this common 
plant which gives rise to special diffi- 
culties in separations, the process of 
allocating property, revenues, ex- 
penses, taxes and reserves between the 
interstate and intrastate jurisdictional 
classifications. These allocations are 
carried out in accordance with proce- 
dures set forth in the “Separations 
Manual.” * Basically, the process in- 
volves the assignment or allocation of 
amounts appearing in the uniform 
system of accounts (costs of plant and 
other related items) to the two juris- 
dictional categories. The directly as- 
signable amounts are handled with 
relative ease but the “common” items 
must be allocated in accordance with 
the principle of relative use. The sepa- 
rations manual is concerned to a large 
extent with the development of rela- 
tive use factors to be applied in the al- 
locative process. 

40. It is important to recognize here 
that all allocations (where direct as- 
signment is not possibie) are made on 
a “relative use” basis. This is in con- 
trast to the “cost causation” approach 
of FDC method 7 which has been pre- 
scribed by the Commission for allocat- 
ing costs to each interstate service.” 
Thus in order to arrive at cost of serv- 
ice, two allocations must be made. 
First, costs must. be allocated to the 
various services in accordance with 
FDC method 7 methodology, and 
second the interstate service costs 
must be determined through the sepa- 
rations preedures. The fact that the 


*AT&T Private Line Services, supra note 
19, at par. 28. 

>See Part 67 of the Commission’s Rules 
and Regulations (47 CFR Part 67). A copy 
of the Separations Manual is set out in ap- 
pendix C. 

% AT&T Private Line Services, supra note 
5 at 645-49. 


two allocations are accomplished by 
different mechanisms may lead to cer- 
tain inconsistencies which will have to 
be accounted for in any revised USOA. 

41. Since jurisdictional separations 
information is oriented toward current 
usage rather than causational alloca- 
tive rules, we invite comments con- 
cerning accounting for separated plant 
within the cost of service facilities 
datum. Since records must be main- 
tained so that such plant can be 
“fixed”? by service, are our proposals 
adequate to accomplish such fixing? 
Further, do our proposals permit rec- 
ords be maintained so that separated 
but fixed plant can be subject to the 
reconciliation or waiver processes? We 
note that these processes may involve 
reassignment between services when- 
ever a disparity between forecast and 
actual usage exists. Such disparities 
may involve events that can be fore- 
cast by the carrier (e.g., State and in- 
terstate traffic growth), or those that 
occur as a result of the actions of 
State commissions or exogeneous fac- 
tors. 


FUNCTIONAL EXPENSE ACCOUNTS 


42. The expense accounts presently 
prescribed in the USOA constitute a 
hybrid departmental-functional mix- 
ture. As a result of organizational 
changes which have occurred in the 
telephone industry since the USOA 
was promulgated, a lack of uniformity 
has arisen among telephone compa- 
nies, even among companies within 
the same system, in the posting of 
amounts to accounts depending upon 
each company’s organizational struc- 
ture. Our proposed system of accounts 
contains functional expense accounts 
so that regardless of an individual 
company’s current organizational 
structure or any subsequent changes, 
its posting of amounts to accounts 
shall remain constant between ac- 
counting periods. This should promote 
uniformity in accounting and improve 
the usefulness of the cost data report- 
ed to the Commission. For example, if 
maintenance expense and depreciation 
expense were recorded for narrowly 
defined types of plant, in geographic 
areas that are under the direct control 
of a line supervisor, proper investment 
and replacement decisions would be 
facilitated. If investment, depreciation 
reserve, and maintenance and depreci- 
ation expense were all collected in par- 
allel classification structures, not only 
would cost attribution for rate making 
be facilitated, but so would cost attri- 
bution for management. We wouid 
then have to concern ourselves with 
revising prescribed expense accounts 
only as new functions arose or as exist- 
ing functions were changed to reflect 
changing methods of providing tele- 
phone services. We invite comments 
on the use of this general approach 
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and on the specific accounts we have 
proposed which are intended to imple- 
ment this approach. Comments should 
specifically address both the types of 
functional accounts which should be 
included, as well as the level of detail 
which should be attempted. For pur- 
poses of regulation, management and 
analysis, the expenses of each operat- 
ing company should be classified by 
function, but each functional category 
should, in turn, be divided between the 
various services.?7 The system can be 
visualized as a two-dimensional spread 
sheet with the functions being desig- 
nated as row headings and the services 
as column headings. The amounts for 
each row are spread among the col- 
umns. Thus total expenses for a given 
service are found by totaling the 
amounts in the appropriate column. In 
order for the system to yield satisfac- 
tory results, the functional amounts, 
when they are incurred, must be 
“tagged” with the appropriate service 
label. A detailed discussion of this 
process is given in appendix F, which 
describes the basic expense record 
system. For the purpose of this docu- 
ment, we have generally used a linear 
layout to list expense accounts, except 
for maintenance expense where we 
gave an example of the spread sheet 
approach we prefer. We expect that 
the spread sheet approach would be 
ideal for most accounts, revenue, plant 
and expense. Therefore we request 
comments as to the accounts for 
which this approach is preferable and 
those for which it is not. 


DEPRECIATION ACCOUNTS 


43. We propose, as part of the re- 
vised system of accounts, that depreci- 
ation records be kept for each subac- 
count at the level of the primary re- 
cordation of data: The wire center, the 
transmission span, and possibly the 
exchange or other administrative area 
(the primary recordation location.) In 
the course of dockets 16258 and 18128, 
much was said about depreciation. But 
such information is of very limited 
usefulness, since existing accounts and 
methods are not suitable for develop- 
ing costs by service category. An exam- 
ple of the problems encountered is 


7A.T. & T. has been working for some 
years on a functional accounting system 
that is not intended to develop cost of serv- 
ice as a major output. We request A.T. & T. 
to present a breakdwon of all spending to 
date on the functional accounting system, 
by year, company, and purpose. We request, 
too, that A.T. & T. state what changes have 
been and will be necessary to cause their 
functional accounting system to develop 
cost of service for all tariffed services. We 
also request that A.T. & T. estimate all 
future expenditures necessary for its func- 
tional accounting system until it can be 
fully adopted in all companies. Finally, we 
request that. A.T. & T. state what changes 
to its proposed system would be necessary 
as a result of the proposed new USOA. 
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seen in the case of transmission plant. 
Users of television relay service (video 
program transmission service) alleged 
that they were being overcharged, 
since the carrier transmitted the sig- 
nals over old, fully depreciated trans- 
mission facilities, but developed the 
rates under the assumption that the 
facilities were of average age. Al- 
though this argument seems to have 
some plausibility, it cannot be satisfac- 
torily weighed and judged, for the re- 
quired information does not exist. The 
reason is that under the present group 
plan of depreciation, there can be no 
such thing as fully depreciated plant. 
All plant of whatever age each year 
causes some depreciation expense and 
makes its contribution to an overall re- 
serve. Some plant may be retired “un- 
derdepreciated” and some “overdepre- 
ciated,” but on average, plant is pre- 
cisely fully depreciated when retired, 
as ensured by the actuarial procedures 
employed. Such depreciation methods, 
while sufficient for purposes of deter- 
mining a company-wide revenue re- 
quirement, do not meet the needs of a 
system intended to provide fully dis- 
tributed costs for each service ren- 
dered. From the point of view of eco- 
nomic analysis, all methods of public 
utility depreciation except sinking 
funds and retirement reserve (which, 
strictly speaking, is not depreciation) 
result in the collection of too high a 
return in the early years of the life of 
the plant and too low a return in the 
later years. Such a differential should 
be reflected in the various returns 
among services, particularly in view of 
the fact that services using older plant 
will presumably have higher mainte- 
nance charges than services utilizing 
newer plant. The allocation of the de- 
preciation reserve to primary account- 
ing locations (wire center, transmis- 
sion span and exchange or administra- 
tive area) will not require a high order 
of record keeping. Although the ex- 
pense records and basic property rec- 
ords used in a causational service cost 
accounting system are so flexible that 
they could attribute cost to the indi- 
vidual retirement unit, and allocate it 
to service, we see little advantage in 
doing so. However, we are aware that 
some schools of thought among the 
carriers believe that functional ac- 
counting for plant will, in fact, require 
the maintenance of costs by retire- 
ment unit. We therefore set forth the 
following question as an item of inqui- 
ry: Does the retirement unit, as the 
entry into the basic property record 
serve a useful purpose in rate making? 
To the extent that the retirement unit 
will be of use for determining unit 
costs or for other purposes, we pose as 
another item of inquiry the following 
questions: Can any use be made of 
costs of retirement units if mainte- 
nance and depreciation expense and 
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the depreciation reserve are not kept 
at the retirement unit level as well? 
What factors, if any, prevent the keep- 
ing of reserves and expenses by serv- 
ice, jurisdiction and time period? 


PLANT UNDER CONSTRUCTION (PUC) 
PROPERTY HELD FoR FuTURE USE 
(PHFFU) FactiLities AVAILABLE FOR 
FUTURE GROWTH (FAFFG) 


44. In our proposed revisions toe the 
USOA, we have proposed accounts for 
both plant under construction (PUC) 
and property held for future use 
(PHFFU). As an initial step, we are 
proposing to establish separate ac- 
counts in each of these categories for 
plant intended to be placed in service 
within 1 year (allowable in the rate 
base) and plant not intended to be 
placed in service within 1 year (not al- 
lowable in the rate base). We will then 
require, as subaccounts of each, the 
same detail as required for plant in 
service. In addition, to maintain a 
datum (at least for certain interex- 
change plant) FAFFG and _  0»non- 
FAFFG elements might need to be 
broken out separately, assuming that 
FAFFG can be meaningfully distin- 
guished from PHFFU, as discussed 
elsewhere. It also assumes. that 
FAFFG can be measured in a precise 
way, since future capacity is uncertain 
because technology is changing. This 
will require definition of these ele- 
ments and the relations of their dollar 
amounts to both forecast and actual 
use, definition of capacity, and of 
quantitative allocative factors. Those 
parties supporting the concept of iden- 
tifying FAFFG should evaluate the 
viability of identifying the first cost 
elements of such plant, and be pre- 
pared to identify and recapture incre- 
ments of capacity and related costs, as 
they are added or removed from plant 
in service. 


More DETAILED BREAKDOWN OF 
CERTAIN ACCOUNTS 


45. While we have endeavored to 
make our proposed revisions to the 
USOA as comprehensive and detailed 
as possible, we recognize that there 
are several areas where much more 
detail will be required. We have identi- 
fied several of these areas in the plant 
accounts and our proposal respecting 
each of these accounts is indicAated by 
an asterisk (*). In addition, we have in- 
dicated what we believe might be the 
appropriate type of breakdown re- 
quired. We invite comments on the ap- 
propriate breakdown of each of the ac- 
counts for which further breakdown is 
indicated. In addition parties should 
feel free to suggest a further break- 
down of any other accounts not spe- 
cifically mentioned above, whether 
plant accounts or otherwise. 

46. We believe the various accounts 
we have proposed are appropriate, 
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when viewed from a purely logical 
point of view. However, because we are 
unfamiliar with the magnitude of the 
dollar amounts which will be recorded 
in each of the proposed accounts, it is 
possible that some of these accounts 
will show only nominal amounts, while 
some other accounts may be too gross- 
ly aggregated. It would be helpful if 
we could receive estimates as to dollar 
magnitudes of each of our proposed 
accounts. Therefore, we request each 
carrier filing comments herein, to 
submit an estimate of the dollar mag- 
nitude of each of our proposed ac- 
counts, for a representative telephone 
operating company. In addition, where 
any changes to our proposal are pro- 
posed, an estimate of the dollar magni- 
tudes of each newly proposed account 
should be given. Furthermore, AT&T 
is additionally requested to submit 
such dollar magnitude estimates on a 
consolidated company-wide basis as 
well. In budget hearings before the 
Senate Appropriations Committee on 
May 8, 1978 the following dialog took 
place: 


Senator. Hottrncs. What do you project 
now * * *? 

Mr. Ferris. I would say it would be 1980, 
1981 before we could get the full system de- 
veloped * * *, 

Senator. Hotirncs. Three years before we 
can intelligently look at the problem? * * * 
Can’t we do that before everybody’s term 
expires? 

Mr. Ferris. I think we can do it in 12 
months if we have the resources * * *, 

Senator Houures. It seems like you 
could design a system within a three-month 
period and they could comply in the next 
fiscal year, then by the end of 1979 we could 
have an answer 

Mr. Ferris. I think we can if you will give 
us the resources * * *. 


In view of the urgency expressed, we 
request comments on the following im- 
plementation schedule for our propos- 
al, and any alternatives. 

1. Revenue accounts—adopted and 
used as the basis for reports for the 
year in which the new system is adopt- 
ed. (These are presently fully comput- 
erized.) 

2. Expense accounts—adopted and 
used as the basis for reports beginning 
1 year after the new system is adopt- 
ed. 

3. Plant accounts—adopted and used 
as the basis for reports beginning 2 
years after the system is adopted. 

4. Primary allocation records—adopt- 
ed and used as the basis for reports at 
the same time as their associated ac- 
counts. 


If respondents expect any difficulty in 
compliance with this schedule, they 
should state the problem, its causes, 
and propose an alternative schedule. If 
the difficulty is one of cost, respon- 
dents should provide a complete 
breakdown of the cost estimate (e.g., 
programming, retraining managers, re- 
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training workers) for each major ele- 
ment of the system. 


MATHTECH REPORT 


47. Despite its reliance on FDC 
method 1,”* we feel parties should com- 
ment on several of the more general 
aspects of the Mathtech report. To 
what degree should even the broadest 
engineering characteristics of provi- 
sion of telecommunications services 
become an intrinsic part of the logic of 
the revised USOA? Mathtech, for ex- 
ample, ties.its data base and account- 
ing logic into the modern physical con- 
figuration of the telephone network 
(i.e., the use of station equipment, ex- 
change circuit plant, switching facili- 
ties local and toll central offices), and 
interexchange circuit plant (between 
toll offices or between local and toll 
offices)).22 How long would such logic 
apply: (1) When a company engages 
only in exchange distribution and 
short haul interchange operations, (2) 
when’ certain functions become 
“mixed” (e.g., when switching is pro- 
vided on the customer’s premises or 
when certain terminal functions are 
provided at the central office), (3) 
when technological advances alter the 
supply functions for telecommunica- 
tions services (e.g., when new physical 
components are added or existing ones 
are deleted or merged), (4) when tele- 
phone carriers supply important ser- 
vices or products outside of telecom- 
munications, or (5) when several paral- 
lel but distinct and incommensurate 
supply functions are used to provide 
telecommunications services? The abil- 
ity to audit and the stability of an ac- 
counting system, as well as the costs 
and benefits or recurrent changes, are 
important considerations here. Fur- 
ther, the ability of those responsible 
for actually recording data and main- 
taining records to comprehend the 
system chosen must be taken into ac- 
count. 

48. Mathtech proposed that records 
of plant or expenses that can be di- 
rectly attributed to services or groups 
of services should be segregated at 
their earliest point of incidence. More- 
over, we have suggested that records 
for A.T. & T.’s DDS and DSDS ser- 
vices should be kept in a similar fash- 
ion.*° However, as stated in paragraph 
33, our DDS and DSDS order is based 
on what is possible with the present 


*Revisions to the USOA suggested by 
Mathtech were made when the Commission 
had before it the recommended decision of 
the Common Carrier Bureau in docket 
18128, which suggested that the Commis- 
sion adopt the current or relative use alloca- 
tive principles of FDC method 1, and thus 
Mathtech oriented its report toward such 
an allocative approach. 

Our proposal generally follows the same 
approach. 

* AT&T Dataphone Digital Service, FCC 
77-393 (released June 17, 1977), at pars. 6-8. 


chart of accounts, amounting to little 


. more than.another unauditable special 


study, and is not a model for a new 
system of accounts. 


USOA AnD Economic DaTA 


49. At a Future Planning Conference 
on alternatives and improvements to 
rate of return regulation held at the 
Commission in July 1976, a number of 
the participants noted the unavailabi- 
lity of data necessary to perform es- 
sential economic research relevant to 
the telecommunications industry, 
public policies, and regulations. A typi- 
cal comment is that of Roger Noll: 


Unfortunately, there is simply no empiri- 
cal literature on the effects of regulation on 
costs, input choices and prices in telecom- 
munications. Part of the problem is the dif- 
ficulty researchers face in assembling data 
to estimate valid demand, cost and produc- 
tion relations, with only demand studies 
prominent in the literature. * * * #* 


50. As noted above, the major pur- 
pose of the current USOA was to yield 
revenue requirement information. 
However, the original purpose of the 
USOA and its subsidiary records is dif- 
ferent from the uses to which many 
now wish to apply them. Today the 
Commission must answer questions 
other than those referring simply to 
the overall revenue requirement of the 
firm. We face a myriad of issues. For 
example, our inquiry into the econom- 
ic effects of competition (docket No. 
20003) ** sought answers to a number 
of questions such as the existence of 
economies of scale, directions and 
levels of subsidies and the effects of 
competition on the separations proc- 
ess. Examination of each of these 
issues involved considerable research. 
But thorough, definitive research in 
many of these issues was hindered for 
a lack of data to perform proper stud- 
ies. As an example, a key argument of 
the established carriers was the exis- 
tence of economies of scale. If such 
economies exist, it is argued that di- 
version of traffic from the established 
carriers causes potentially lower unit 
costs to be foregone. Economies of 
scale may be measured through econo- 
metric estimation of production or 
cost functions. This involves definition 
of output (production) measures and 
the accumulation of data concerning 
productive inputs (e.g., capital and 
labor). However, the records of the 
Commission do not contain a defini- 
tion nor recordation of units of out- 
puts which can encompass the total 


Noll, Roger G., “Empirical Studies of 
Utility Regulation”, Rate of Return Regula- 
tion, proceedings of the Federal Communi- 
cations Commission’s Future Planning Con- 
ference, July 12 and 13, 1976, p. 18. Similar 
sentiments were expressed by other partici- 
pants, including Carson E. Agnew, Robert 
Crandall and Lawrence Darby. 

“Customer Interconnection, 61 FCC 2d 
766 (1976). 
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activity of the firms under the pur- 
view of our regulation. 

51. The existence of such data, its 
uses and the results which researchers 
discover are not merely academic. 
Questions of entry, pricing and indus- 
try structure are before us constantly. 
Few decisions are made which have no 
discernible economic impact. It is to 
the advantage of the Commission and 
the firms it regulates to have the ful- 
lest spectrum of information and re- 
search which can practically be mad 
available. ' 

52. It is apparent that certain types 
of basic information are essential in 
the production of economic studies 
and must be incorporated into the 
USOA and its supporting primary allo- 
cation records to the fullest extent 
possible. In addition to definitions and 
records of units of outputs, the system 
should include data on prices (rate 
scheduies) input quantities Gabor, ma- 
terials and supplies) and input costs. 
Historical costs per unit of output 
should be determined for total outputs 
. of each service periodically. A continu- 
ing record of the embedded cost of 
debt should be maintained, as well as 
the proceeds, discounts and premiums 
of equity issues. Sufficient data should 
also be retained to determine direct 
and indirect costs by service category, 
where such costs are understood to 
conform to the economic definitions 
(as closely as possible). Finally, infor- 
mation appropriate to the develop- 
ment of incremental costs for each 
service and each operating company as 
a whole should also be maintained. 

53. Other useful information wouid 
entail better identification of final 
(e.g., call attempts) and intermediate 
outputs (e.g., installations). Informa- 
tion on network functions (e.g., switch- 
ing and transmission) by technology, 
as well as identification of costs as 
fixed or variable and common or dedi- 
cated, may find wide application. 
Other improvements could be made in 
the reporting of toll and local costs, 


costs by state or separations study - 


area and the value of purchases from 
affiliates and non-affiliates further 
broken down by materials and services 
and suppliers’ profits (for affiliated 
companies or subsidiaries). Finally, de- 
preciation, retirement and salvage 
data, referred to proper accounts 
could be provided in more detail. 

54. The costs of providing certain of 
the above data would undoubtedly be 
very high if special studies had to be 
utilized as their source. However, since 
we are considering a comprehensive 
change in the system of accounts, it 
appears that it would be feasible to set 
up a means of supplying such informa- 
tion on a regular basis at a reasonable 
cost. .In designing revisions and 
changes to the USOA, we wish to con- 
sider all significant uses of the data. 
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Such an approach will yield better in- 
formation and make future empirical 
studies of telecommunications more 
rigorous and relevant to policy formu- 
lation. The ability to quantify and 
analyze the relevant production, cost 
and demand relationships will aid the 
Commission by providing a continu- 
ous, factual economic basis for deci- 
sionmaking. 

55. As we have stated; to the extent 
reasonably feasible, we wish to revise 
the USOA and its supplemental rec- 
ords in a manner which would yield a 
data base which would facilitate eco- 
nomic research and analysis. We invite 
comments from economists and mem- 
bers of related disciplines concerning 
what data can usefully be gathered 
through the USOA and its suppiemen- 
tal records... Those individuals or 
groups who have performed telecom- 
munications-related economic research 
are encouraged to recount the prob- 
lems which they have encountered in 
executing their studies. Descriptions 
of specific data which was unavailable 
and the format in which pertinent in- 
formation could be reported are desir- 
able. We expect that some suggestions 
may be accomplished with simple 
format changes while others may ne- 
cessitate substantive changes in re- 
porting requirements. We seek com- 
ments as to whether such information 
can be gathered at a cost commensu- 
rate with the expected benefits. We 
also invite comments as to revisions of 
the USOA which would facilitate deci- 
sionmaking by the carriers, such as 
changes permitting functional cost 
comparisons. It has been claimed that 
the presently used accounting system 
provides hidden incentives for the 
firm to make uneconomic decisions. 
We invite comments on this point and 
seck suggestions as to how the USOA 
can be changed so as to provide incen- 
tives which improve carrier efficiency 
and the quality of regulatory and 
managerial decisions. 


REPORTING REQUIREMENTS 


56. A further limitation of the USOA 
for analytical purposes is its design as 
a@ paper accounting system rather than 
a computerized one. Much of the in- 
formation that is needed by the Com- 
mission is either not contained in the 
accounting records or extremely diffi- 
cult to retrieve therefrom. Further- 
more, reports and data based on the 
USOA are often difficult to utilize ef- 
fectively because they are not in a 
computer readable form. Thus, the re- 
design of the accounts around the ca- 
pabilities of the computers used to 
keep the actual records will enable the 
Commission to lower the burden of 
the cost of reporting while it will en- 
hance the uses to which we can put 
the reports. Further, the capabilities 
of the computer are such that the 
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Commission could readily receive occa- 

sional or special reports at negligible 

expense to the carriers provided the 

capacity to generate such reports were 

inherent in the accounting system. 

Therefore, any proposed changes _ 
should be geared toward a computer- 

ized data base USOA. 

57. We invite comments on what re- 
porting requirements we should estab- 
lish once the basic USOA revisions are 
accomplished. Specifically, parties 
should address the question of what 
types of reports should be required of 
the carriers on an annual basis and 
what types should be required on a 
monthly or other basis. In formulating 
their proposals, parties should address 
the reporting requirements in terms of 
both financial and nonfinancial infor- 
mation. At a minimum, we would 
expect each carrier to’ submit a com- 
plete report containing every financial 
account and all required nonfinancial 
information (including primary alloca- 
tion records) at least once a year. Cer- 
tain summary reports containing less 
detail could be filed on a more fre- 
quent basis. For purposes of auditing 
and making analyses of carrier per- 
formance, we propose that a detailed 
computer tape of specified informa- 
tion be submitted annually. The basic 
report would contain the financial ac- 
counts and primary allocation records 
for each point of primary recordation 
of data. (See paragraph 43 and appen- 
dix E.) As appropriate, data would be 
submitted for wire centers, transmis- 
sion spans, exchanges, administrative 
areas or total companies (the so-called 
“primary recordation locations’’). It is 
anticipated that at each level some 
costs and revenues would be directly 
assignable to services, while others 
would ultimately have to be allocated. 
Such assignments and allocations 
would be performed according to pro- 
cedures specified in parts 31 and 43 of 
the Commission’s rules, the details to 
be developed at a later date in this in- 
quiry. Included in such reports would, 
of course, be such basic items as the 
annual balance sheet and income 
statement from which overall per- 
formance is assessed, as well as other 
reports having a lesser degree of ag- 
gregation, such as would be required 
for reporting costs of individual ser- 
vices. We invite comment on these pro- 
posals and on the question of how 
computerization would affect the abili- 
ty to generate more detailed reports 
on a regular basis. Finally, we invite 
comments on what types of special (as 
opposed to regular periodic) reports 
the system should be designed to gen- 
erate. — 


AUDITABILITY AND ACCOUNTING [SSUES 


58. A fundamental requirement of 
any regulatory accounting system. is 
that it be auditable. This requirement 
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is manifested in sections 213(e)—(f) 
and 220(c)-(d) of the Communications 
Act, sections which give the account- 
ing entries (e.g. a right to inspect and 
examine “all accounts, records and 
memoranda, including all documents, 
papers and correspondence * * * kept 
or required to be kept by * * * carri- 
ers’). The procedures by which data is 
recorded should be clear, so that it is 
possible to trace the amounts in any 
account back to source and other sup- 
porting documents. We believe that 
our proposed revisions will readily fa- 
cilitate audits, for we have created a 
direct link between the economic 
event (expenditure or receipt) and the 
final recordation in an account. We 
have further strengthened this rela- 
tionship by defining “cost centers” 
(usually wire centers and transmission 
spans) as the loci of much primary ac- 
counting data, and this will ease the 
task of the auditor in ascertaining the 
basis of recorded accounts. We also be- 
lieve that the details of the expense 
record and specific estimating systems 
for recording data enhance the audi- 
tor’s capabilities, and promote the 
auditor’s role in verifying the proper 
assignment of economic events to ac- 
counts. Nevertheless, we invite com- 
ment on additional structural safe- 
guards which should be built into a re- 
vised USOA to further enhance audit- 
ing and entry verification in this age 
of computer-maintained accounts. 

59. Our proposal accounts for only 
some station connection costs. The 
treatment of other station connection 
investment or expense awaits our de- 
termination’ in RM-3017, A.T. & T.’s 
proposal to change some accounting. 
New and amended rules may also be 
required because of the changed oper- 
ating environment resulting from the 
equipment registration program. 
Among the specific accounting items 
that need attention and for which we 
invite comment are: 

(1) Accounting for gains and losses 
on the sale of terminal equipment 
both new and in-place; (2) accounting 
for the sale of inside wiring; (3) ac- 
counting for the removal of company 
telephones from customers’ premises 
when customers provide their own 
equipment; (4) accounting for the 
repair of customer provided equip- 
ment; (5) determination of the cost of 
equipment to be sold and the repair 
charges to be imposed—direct costs 
and overheads; (6) whether these oper- 
ations will be conducted under tariff; 
(7) whether operating or nonoperating 
accounting treatment of gains and 
losses on these transactions is appro- 
priate. 

We also invite comments on account- 
ing to insure that gains and losses on 
property sold from or previously in- 
cluded in a rate base account shall 
accrue to the ratepayers:** Several dif- 


8% AT&T Rate case (Phase II Final Reces- 
sion) 64 FCC 2d at par. 175, (1977). 
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ferences exist between Part 31 as writ- 
ten and as proposed to be revised, and 
so-called generally accepted account- 
ing principles. We solicit comments on 
these differences as an item of inquiry. 
Two of the more significant items con- 
cern accounting for investments in af- 
filiated companies (cost basis versus 
equity basis of investment) and ac- 
counting for financing type leases (ex- 
pensing versus capitalization of lease 
costs). 


IMPACT ON CARRIERS-GENERALLY 


60. As noted, the existing system of 
accounts has remained largely un- 
changed since its promulgation in 1913 
and no longer meets the needs of man- 
agement or of regulation. Our pro- 
posed revision would necessitate ad- 
vancing in the system of accounts 
from methods of manual posting and 
ledger entry to those of the high speed 
digital computer. When a new system 
reflecting 65 years of accounting pro- 
gress is set side-by-side with the old 
one, the changeover may appear bur- 
densome. That a major accounting 
system updating is necessary, we have 
no doubt. Indeed, we are aware that 
Bell is attempting to implement a vast 
internal system-wide functional ac- 
counting system which requires revi- 
sions to existing management informa- 
vion and data systems and retraining 
of workers.** With these factors in 
mind, we have been conscious of ad- 
ministrative and economic costs. For 
example, we believe the proposals on 
plant accounting and expense records 
should necessitate but minimal re- 
training of rank and file employees, 
and even of managers. Most of the 
detail that must be recorded and as- 
signments or allocations that must be 
made will be done within the comput- 
er by correlating various types of in- 
formation that presently exist but do 
not now enter the system. 


IMPACT ON SMALL CARRIERS; NEEDS OF 
STATE COMMISSIONS 


61. At present, telephone companies 
subject to this Commission’s account- 
ing rules which have annual operating 
revenues exceeding $250,060 (‘class A 
telephone companies’’) are required to 
keep all of the accounts prescribed in 
part 31 of our rules which are applica- 
ble to their affairs. Companies which 
have annual operating revenues be- 
tween $100,000 and $250,000 (‘class B 
telephone companies”) may keep cer- 
tain condensed accounts for operating 
revenues and operating expenses. We 
are aware that the changes we are pro- 
posing are extensive and that concern 
may exist among many of the smaller 
independent telephone companies as 
to how they can reasonably meet our 
new requirements. Further, to the 
extent that State regulatory agencies 


*See note 27 supra. 


routinely adopt our accounting rules 
as their own, intrastate companies not 
directly subject to our jurisdiction 
may be affected. However, we are also 
alware that for settlement purposes 
many independent telephone compa- 
nies already are maintaining, in con- 
siderable detail, cost data of the type 
discussed in this notice. While we 
would prefer t6 have the same ac- 
counting and reporting rules for all 
carriers directly subject to our juris- 
diction, we recognize the possibility 
that we might adopt less stringent or 
detailed requirements for some small- 
er telephone companies. 

62. In view of the level of detail 
needed to determine service-related 
costs, and the burdens this may occa- 
sion on smaller regulated firms which 
do not currently use data processing- 
based accounting, we invite comments 
concerning the degree of accounting 
uniformity we should require among 
companies that will be subject to the 
provisions of the revised USOA. 
Should the Commission only exercise 
its authority to prescribe accounts for 
larger telephone companies such as 
class A carriers? How should we define 
“larger” carriers for this purpose, e.g., 
in terms of revenues or assets, and at 
what levels? It might be expected, for 
example, that such carriers would act 
as price leaders for the industry, and 
thus extend new regulatory standards 
to the remainder of the industry indi- 
rectly through market pressures. 
Should our rules require the use of 
uniform data storage or retrieval 
mechanisms of any particular type or 
function (e.g., specific data processing 
techniques) absent a showing of undue 
burden to a particular carrier? Should 
the same level of detail in supplemen- 
tal records or subaccounts be required 
of all reporting carriers? Clearly, these 
questions go beyond a mechanistic as- 
sessment of the regulatory role of ac- 
counting systems, and must be ad- 
dressed in the context of the soicio-po- 
litical and legal environment in which 
the Commission operates. We request 
comments on a specific proposal that 
the new system of accounts apply only 
to carriers with over $1,000,000 in op- 
erating revenues. What questions will 
we be unabie to answer if we do not 
apply these accounts to all class A car- 
riers? What changes for other class A 
and B carriers are needed for compata- 
bility with this system if it is adopted 
only for the largest carriers, as pro- 
posed? 

63. Finally, in view of the pattern 
whereby many State commissions cur- 
rently prescribe the use of the FCC’s 
accounting system for those compa- 
nies under their jurisdiction, we invite 
comments concerning the needs and 
desires of State commissions which 
might be satisfied in the rules which 
we finally adopt herein. 
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64. Accordingly, it is hereby ordered, 
Pursuant to sections 4(i), 4(j), 213, 220 
and 403 of the Communications Act of 
1934 as amended, 47 U.S.C. §§ 154(i)- 
(j), 213, 220 and 403, that rulemaking 
is hereby instituted in the above-cap- 
tioned matter. 

65. It is further ordered, Pursuant to 
section 220(i) of the Communications 
Act, 47 U.S.C. § 220(i), that notice be 
given to each State commission of the 
above rulemaking proceeding, and 
that the Secretary shall serve a copy 
of this notice on each State commis- 
sion. 

66. Zt is further ordered, That inter- 
ested parties may file comments on 
the issues, objectives and proposed re- 
quirements discussed herein no later 
than September 15, 1978, and that re- 
plies to such comments may be filed 
no later than November 1, 1978. In ac- 
cordance with the provision of § 1.419 
of the Commission’s rules (47 CFR 
§ 1.419), an original and seven copies of 
all statements, briefs or comments 
shall be furnished the Commission. All 
comments received in response to this 
notice will be available for public in- 
spection in the docket reference room 
in the Commission’s Offices in Wash- 
ington, D.C. 


FEDERAL COMMUNICATIONS 
CommMISSION, 
WILLIAM J. TRICARICO, 
Secretary. 


Note.—Appendix A “Chart of Accounts 
for uniform system of accounts for class A 
and B telephone companies”, Appendix B 
“Fully distributed cost implementation 
manual” and Appendix C “Separations 
manual” (February 1978) have been deleted: 
A copy is available from the FCC Secretary, 
Room 222, 1919 M Street NW., Washington, 
D. C. 20554. 
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